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OFFICE OF REPORTS AND ESTIMATES, CIA
FAR EAST/PACIFIC BRANCH

INTELLIGENCE HIGHLIGHTS NO. &
21, AUGUST to 30 AUGUST 1949

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS
25X6A

In China, the Communist offensives have continued, with Lanchow
in the northwest fallen and Amoy on the southeast coast under threat
(p. 2). The increasing weakness of the Nationaliste' mainland posi-
tion focuses attentlion on bLhe Generalissimo’s island fortress of
Tgiwan, where factionalism within Kuomintang ranks appears to be on
vhe ineresse (p. 3). The Communists, meanwh:ile, in commenting on
the US White Paper, have indicated that they expect “imperialisiic®
attempts in the future vo exploit their own Western-oriented intelli-
gentsia, to bring economic pressures to bear and to publicize the
special position in China enjoyed by the USSR (p. &)

The appointment of a vice-president in He Chi Minh's Vietnam
regime, when taken with other racent reports, may be evidence of

increased USSR pressura on the Indochinese resistance movement (p. 5).

(NGT&: Available informaticn concerning the recently-
announced "Peoples' Government" of Manchurias is contained
in Section III, p. 7.)

The marginal notations used in succeeding sectlions of this weskly
(am, "a", or "C") indicate the importance of the items in B/FE opinion
with "A" pepresenting the most lmportant.
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. SECTION IX. DEVELOPMENTS IN SPECIFIED AREAS
! 25X6A

CHIRA
Commanis bs conblinue advances—-ihile the eituvation on the Heagyang front nan

in south-central China was being stabilismed, at least temporarily, by

PAI Chung-hsits efforts, the Gommunist advance contlnued on other fronts.
The vaunted Nationalist Moslem forces abandoned Lanchow, the capital of
Kansu in northwestern China, and Communist columns pushed further south
along the coast toward Amoy, only remaining Nationalist strong polnt

in Pukien that lies within easy reach of Talwan.
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Communist General PENG Teh-huai's lst Field Army capped its easy
conguest of eastern Kansa with the capture of Lanchow on 26 August,
following a brief Bationalist defense. It is belioved thai most of
MA Pu~fang's forces escapsd from Kansu to Tsinghail with their fight-
ing strength largely unimpaived. The contimued existence of these
forces, the formidible terrain obstacles (thsra is but one easily-
defended road from Lanchow te Hsining, Tsinghai's provincial capital),
and the ever-lengthening Communist supply lines all combine to make
Communist pursuit of MA at this time doubtful.

PAL Chung-hsi's forces have brought a measure of stabiiity tc the
situation nortimest of Hengyang in southern Hunan, where, according
to Nationalist press dispatches, a number of towns have besn reoncupled
by Government forces. iesnwhile, the advance guard of & Communist
force meving toward Canton crossed ihe Kiangsi border and joined with
Communist irregulars to selze several points in meriheash Kwangtung.
These forces threaten to brsak through to the eavirons of Canton with-
in the immediate future,

in Fukien, elements of Communis? General CHEN Yi*s 3rd Field Army
rnoved towards Amoy, after chewing up the Nationallist defenders of Feo-
chow, Unconfirmsd late reports indicate that the Communlsts have reached
Chuanchow, 45 miles north: of Amoy, asnd the fall of both ciiles is
expected soon. The 3rd Field Arny was also busy further north. Three
armies reportedly crossed the narrcu stralt from the Chekiang cosst
and took Tahsientao island on the fringe of the Chusen island group.
The Chusans, bases for Hationallst naval and air operations agalnst the
Shanghai area, are defended by some 20,000 troops, Jhile Comeunist
aseault on the main island of the group ls expscled soon, the Lose of
these bases will not end the Nationalist blockade of Shanghai, since
both air and sea patrols can continue with curtailed efficiency from
Taiwan basss,

Factionalism in Talwan—This week's military developments serve Lo

focus attention on Talwan. Although the admisistration in threatened
Canton 1s the official Government of China, the real eeat of National-
ist authority is actually in Taipel, where Generalissimo CHIANG rules
through the framewcrk of the Kuomintang Supervisory Policy Committea.
This committee, staffed by Kuomintang veterans, now controls all branches
of governmental activity and overshadows Acting Presldent Li's (Canton
regime through its ewercise of both initlative and veto.

’ans!mr'
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Despite ostensible KMT solidarity, however, increasing dissent
between key personnel on Taiwan, as well as the degeneraiing morale of
Nationslist military forces there, have undermined the stability of
the administration, further alienated the native Teiwanese, and pro-
duced a fertile field for Communist subversion. Friction between high
Kuomintang functionaries on the island has centered on the ancient
personal hostility between Governor CHEN Cheng and Gensral SUN Li-jen,
director of Nationalist military training. General SUN has control
over training troops only, while the garrison force is under CHEN.
GHIEN, moreover, desires to extend his control over all troops on
Talwan, while SUN, an ambitious and able officer, has frequently been
rumored as CHEN's successor. An opsn bresit between the two occurred
recently when CHIANG, who has vacillated in his support of SUN and
CHEN on various lssues, countermandsd a CHEN order which would have
deactivated one of SUN's few crack divisions. CHIANG's failure to back
up his loyal eohort, while surprising, apparently fits the Generalissi-
mo's regular pattern of maintaining his own ascendancy by playing one
msn against another.

#hile this policy has helped to keep CHIANG atep the political
heap in mainland China for more than two decades, its applicability to
the restricted area of Talwan is more doubtful. To date, Communist
penetration of the island probably has been negligible, However, the
influx of more than one million persons from the mainland since the
end of the war certainly has permitted the infiltration of agents, who
presumably are as active among Nationalist military forces as ameng
Taiwanese malcontents. Growing Kuomintang factionalism will make Lhe
Communist task of subversion that much easier and thereby hasten ths
inevitable Communist attempt to take over. The Communists?® recently~
won positions on the Fukien coast opposite Taiwan, moreover, will per-
mit considerable intensificatlon of their efforts to this end.

Denouncement of US China policy--Replying editorially to the white Paper,

the Chinese Communist Party has intsrpreted U3 policy in Thina, both
recently and through the entire past course of Sino-US relations, as
an "imperiallst® attempt to transform China into a US colony. The

CCP charges that the US - as an "imperialist® power - canrot respond
in other than a hostile manner to "anti-imperialist® developments, and
therefore will continue its effort to frustrate the “demccratic revo-

lutlon®™ in China.

The CCP editorial goes on to warn that future Jestern tactics in
China will attempb: to encourage and support "democratic individual-
ists," and instelligentsia, who, as the COP admits, have been oriented
toward the West; to apply economic pressure, such as the present
"Western-supported" Nationalist blockade; and, finally, to exacerbate
Sino-Soviet relations and promote "Titoism," by such means as the
publicizing of Soviet activities in China as examples of ®foreign
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It is revealing to note that the CCP lesadership foresses just such
threats Lo its present position. The Party needs support from the pro-
Jestern intelligentsia, whose enthusiastic cooperation is required in
proclaiming a "coaliticn® government. The Nationallst blockade is
having a severely depressing effect on Chinats economy. Furthermor2,
the CCP's subservience to the USSR, in the absence of significant
material aid from that nation, is increasingly difficult to Justify.

It is estimated that the Party leadership, for the foresesable
future, will maintain its stated view that all these problems are part
of an "imperialist plot." “Democratic individualists® will be compellad
t.o announce their transformation inbto "new democrabic” individusls,

.nd will not be permitted to exercise the slightest independent author-
ity. The WJest, held responsible for the blockade, will be unable
adequately to protect its nationals and interests in Communist China
so long as the blockade is maintained and trade with the .est is not
forthcoming. 4wt those who express doubts as to the benevolence of the
USSR, and the value of the Sino-Soviet alliance, will be suppressed.

| INDOCHINA

USSR may be pressuring Ho--Recent developments affecting the Ho Chi agn
#inh resistance government in Vietnam may presage important internal
changes and an international policy overtly linked with Moscow. The
appointment a month ago of a vice-president for the Ho administration,

an office vacant for over three years, is a posslble indication that a

_ successor to Ho Chi Minh is belng groomed. The appointed officlal,

i Pham-van-Dong, who is believed to be a Communist, was also recently

| named chairman of the Supreme Council of National Defense. This posi~

' tion had reportedly been filled by Ho since the reorganization of the
council in July 1948.

The appointment, which could represent pressure on Ho to take
action favorable to militant Communism, together with two ragent broad-
casts (one a Vietnam News Agency transmission reported by the French,
and the other a Moscow English-language program beamed to Southeast
nsia) give rise to further speculation. The French-monitored broad~
cast, celebratlng the August 1945 revolution which establlshed the Ho
government, if authentic, makes it clear that Ho Chi Minh signed the
September 1946 modus vivendi with France oaly to galn sufficient time

i to prepare the December 1946 uprising. Such an admission by the offi-
cial Ho Chi Minh radio, which has previously denied responsibility for
the December outbreak of hostilitles, would indicate a radical changs
in poliecy, possibly connected with the appointment of Dong.

- —
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The lioscow broadcast, reported by the US Embasy in Banghkok,
quoted a letter supposedly sent by Ho to "Comrads" Stalin in which
Ho reported on the extent of his territorial control, the receipt
of arms and equipment from the Chinese for the coming attack against
the French colonialists, and in which Ho expressed apprciation for
the WFTU's aid in freeing the Asiatic peoples from the yoke of the
"decaying caplitalist countries.®

The full implications of these two broadecasts are not yet clear,
but the alleged letter may be the Ho Government's and Moscow's answer
to French hints that negotiations between the Bao Dai government and
Ho's circle would meet with French Government approval. Furthermors,
the fact that revelation of the Ho~to-Stalin letter came, as have all
other evidences of good relations between the USSR and the Ho Govern-
ment, from a Soviet samce, gives rise to a strong suggestion that
Moscow 1s attempting to anticipate, or force the hand of, the Ho
Government.,

v,
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SECTION IIX, DIGEST OF IMPORTANT STUDIES AND ESTIMATES
npeoples! Government" for Mancruria

The Communist New China Nems Agency in Shanghal announced Lhat
a new "Peoples! Government” had been sstablished in the Northeast,
i oI <t Augusy idilowing a six-day npeoples’ Congress"in Mukden, report-
! edly attended by uwore than 300 delegates from all parts of Hanchuria.
The Mukden congress elacted 4l officiale for the new regime, headed
by KAQ Kang, a member of the CCP's Politburo and Secretary of the GCP
Northeast Buresu. KAQ served as chalrman of the Manchurian dele-
gation which recently negotiated a barter agreement in loscow.

Other members of the new Government include LI Fu-chun, vice-
| Chuirman of the COP Northeast Bureau, LIN Feng, Chalrman of the former
w Northeast Administrative Council, and General CHANG Hsueh~shlh, youlig-
: or brother of Marchal CHANG Hsueh~llang. According to Communist pro-
nouncements, the new Government now inherits the authority of the
Northeast Administrative Council, which has been functioning as a sort
of provisional exscutor of Manchurian affaivs. Theoretically, Man-
ehurian sovereignty now resides in the "Pecples® Congress®, whose will
is to be carried out by the elected officisle. Actually, the "Puoples’
Congress" has done 1ittle more than formalize the existence of the
totalitarian bureaucracy already operating under the demination of the
CCP. There is no indication that the CCP has set up even a legalistie
mechanism for the continuing supervision of this bureauvcracy by the
npaoples! Congress”.

! The establishment of a "Peoplesa' Covernment® for Manchuria at this
time ralses the interesting question of why this step in Communist ad~
ministrative consolidation has been so long delayed. The Central Plains
and Worth China "Peoples' Covernmenta® have been functioning for some
time in areas "liberated" by the Chinese Communist Army long after the
1ast vestige of Nationalist rule in Manchuria had been liquidated.
/hatever may be the specific reascns for this delay, it is almost cer—
tain that the speclal position of the USSR in Manchuria is iavolved.
Nominally, the new *Peoples' Government” in Manchuria will fanction
under the federsl authority of an all-China "Coalition" Government
which probably will be established by the CCP before the end of the
vear. In reality, however, it is clear that Manchuria will be treataed
as a special area and that its political divelopment will be determined
more by its relationship with the USSR than with China proper.

- /“(‘
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The Soviet position in Manchuria has besn strengthened since the
latter part of 1946 through Soviet exploitation of the terms of the
Sino-Soviet Treaty of 1945, and through close sconomic and political
ties with the Chlnese Communists. In fact, ths development of Man-
churia as a semi-autonomous Soviet satellite may be well advanced.
Among recent indications may be cited: the recent barter azreement
with the USSR, heavy CCP emphasis (in Manchuria especially) on the
Soviet role in the defeat of Japan and on the importance of close
Sino~-Soviet tles, and references in the Communist press to Manchuria
as the most suitable laborateiry for institutiog Soviet-style indust--
rial planning and organization.
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